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FOREWORD 


In a rapidly changing global trade 
environment, the international 
competitiveness of Canadian 
industry is the key to survival and 
growth. This Industry Profile is 
one of a series of papers which 
assess, ina summary form, the 
Current competitiveness of 
Canada's industrial sectors, taking 
into account technological and 
other key factors, and changes 
anticipated under the Canada-U.S. 
Free Trade Agreement. Industry 
participants were consulted in the 
preparation of the papers. 

The series is being published 
as steps are being taken to create 
the new Department of Industry, 
Science and Technology from the 
consolidation of the Department 
of Regional Industrial Expansion 
and the Ministry of State for 
Science and Technology. It is my 
intention that the series will be 
updated on a regular basis and 
continue to be a product of the 
new department. | sincerely hope 
that these profiles will be 
informative to those interested in 
Canadian industrial development 
and serve as a basis for discussion 
of industrial trends, prospects and 
strategic directions. 


Minister 


Canada 


The Canadian Fishery Products Industry includes the Atlantic Fishery, the 
Pacific Coast Fishery and the Freshwater Fishery. Industry Profiles have been 
prepared on: 


e Atlantic Groundfish 
e Atlantic Pelagics 

e Atlantic Shellfish 

e Pacific Coast Fishery 


The present profile should be read in conjunction with the companion 
profiles. 


1. Structure and Performance 


Structure 

The Atlantic pelagics sub-sector of the Canadian fishery products industry 
comprises the processing of pelagic fish, or those which feed mainly in 
surface or middle-depth waters and which migrate for the most part in large 
schools. The relevant pelagic species for this profile include fish such as 
herring (which accounts for over 50 percent of value of Atlantic pelagic 
production), capelin (which accounts for about 15 percent), mackerel, and tuna. 
Also included for discussion in this profile are Atlantic salmon, which are 
diadromous fish which migrate from freshwater to the sea and back again for 
spawning. 

Production of Atlantic pelagics accounted for $309 million, or 10 percent 
by value, of the output of the total Canadian fishery products industry in 1986. 
Because the resource Is migratory, the industry is highly seasonal in its 
operation, and employment is also seasonal. A separate employment 
estimate for the Atlantic pelagics sub-sector is not available*; however, the 
sub-sector likely accounts for a proportional 10 percent share of the total 
employment, in the order of 27 OOO. 

Herring accounted for 42 percent of the landed value (i.e., live basis) of 
Atlantic pelagics in 1986. It is processed into frozen form (whole or filleted) 
and canned herring/sardines, the most important product forms in terms of 
value. Lesser quantities are processed into cured or pickled forms. 
Production and export of Atlantic herring roe to Japan is a recent and 
promising development in the Atlantic pelagics industry. 

Capelin, which accounted for 27 percent of the landed value in 1986, is 
almost exclusively exported in frozen form for the roe content. Mackerel, 
which accounted for six percent of the landed value of Atlantic pelagics, is 
primarily fished for bait, with some production of canned product, largely for 
food-aid sales. Canada does not have a significant commercial tuna fishery; 
instead, it imports tuna — a species available from numerous supplier 
countries — for canning by Star-Kist Canada. The commercial fishery for 
Atlantic salmon has been very limited in recent years, due to low levels of 
salmon stocks. 


* In general, employment estimates for the industry are difficult to make 
because of the extreme seasonality of the industry. 
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Fishery Products Industry* 
Imports, Exports and Domestic Shipments 
1986 


*/ncludes total industry. Separate data for imports, exports 
and domestic shipments of Atlantic Pelagics are not 
available. 


The pelagics industry is characterized by small 
and medium-sized, independently owned and 
operated fish processing establishments. Connors 
Brothers Limited is the dominant processor in canned 
herring. Through acquisition of several firms, 
Clearwater Fine Foods has also emerged as a major 
herring processor. National Sea Products and Fishery 
Products International, the two leading companies in 
the Atlantic fishery as a whole, remain involved in 
pelagics processing, but their pelagics operations 
have diminished since the late 1970s when Canadian 
herring was in greater demand in Europe. The 
herring processing industry is located throughout 
the Atlantic. Capelin processing occurs only 
in Newfoundland. 

The industry is supplied for the most part by 
independent fishermen, with little backward 
integration by processors. Since 1976, fishermen 
have had the option of selling a part of their catch 
directly to foreign vessels for processing and sale 
offshore. This direct sales program was intended to 
stimulate new markets, and has had the effect of 
improving fishermen's incomes although it accounts 
for only a small portion of landings. 

Output of the pelagics industry is usually 
marketed on a commodity basis, an exception being 
the canned sardine segment where Connors’ 
production is sold as branded products. 
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More than half of total Atlantic pelagic production 
is exported, although total export values are well 
below those for shellfish and groundfish. The two 
major markets are the United States and Japan, 
with their relative importance fluctuating year by 
year depending upon resource availability and 
market conditions. 

Japan accounts for more than 25 percent of all 
Atlantic pelagics exports. The principal products are 
Atlantic herring roe (a developing market) and capelin 
roe, products which serve distinct and separate 
markets in Japan. Both products are sold in 
competition with Iceland and Norway. 

The United States accounts for about 25 percent 
of Atlantic pelagics exports. Exports to the United 
States consist primarily of cured herring shipped in 
barrels, canned herring and sardines, and fresh whole 
herring. Small quantities of smoked and frozen 
herring make up the balance. The fresh herring is 
destined for U.S. sardine processors, and this export 
is often balanced by similar volumes imported 
by Canadian processors for seasonal raw 
material requirements. 

Canada exports herring to Europe, primarily in 
frozen form, but it is a residual supplier to European 
production. European producers (Norway, Denmark, 
Netherlands and the Federal Republic of Germany) 
compete with Canadian suppliers in the United 
States and Caribbean markets. Canada also sells 
herring and some mackerel to the centrally planned 
countries under bilateral agreements. 

The canned sardine business is strongly export- 
oriented, with key Canadian markets being the 
United States, Australia, New Zealand and the 
Caribbean. Competition includes the United States, 
Japan, Spain, Morocco and Yugoslavia. 

Salmon aquaculture is a relatively recent 
development in Atlantic Canada. The first significant 
commercial harvest of farmed Atlantic salmon took 
place in 1986 when 500 tonnes went to market, 
mainly as fresh fish. Volumes are projected to reach 
5000 tonnes by 1990. There are two large salmon 
aquaculture operations in the Atlantic region, one 
operated by Connors Brothers Limited and another 
called Sea Farm Canada, which is a joint venture 
between Canada Packers and a Norwegian company, 
Mowi Ltd. There are also a few medium-sized 
operations and a number of smaller farms, most of 
which belong to a marketing co-operative called 
Atlantic Silver Ltd. Growth in Atlantic salmon 
aquaculture is limited by the availability of sites with 
water temperatures warm enough for survival of the 
salmon. These sites are located principally in the Bay 
of Fundy area of New Brunswick and Nova Scotia. 
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Performance 

Over the last 10 years, the herring fishery has 
experienced both a boom and a bust, each caused by 
international resource fluctuations. A collapse in 
North Sea and Baltic herring stocks in the mid-1970s 
opened a previously untapped European market for 
Canadian herring. This market had largely been 
supplied by European fishing nations, while the 
Canadian herring fishery had been directed to the 
low-value, non-food reduction into oil and meal. 
Beginning in 1976, the federal government, through a 
series of policy initiatives, ensured the transition of 
the Atlantic industry to a food fishery in order to take 
up the opportunity afforded by the European market. 
Although substantial inroads were made at the time, 
Canada was subsequently forced out of the market 
when North Sea stocks began to rebuild. Atlantic 
herring production peaked in 1979 (in value terms), 
and has fallen off significantly in recent years as the 
European market for Canadian product (principally 
frozen herring for reprocessing) contracted. 

There has been little room for movement to 
alternate herring product forms. Cured herring 
production is currently much lower than in the late 
1970s. Smoked herring production has been 
relatively stable. Exports of canned herring and 
sardines to the United States have been rising, but 
per capita consumption of sardines in the United 
States has not been increasing. Atlantic processors 
have recently taken advantage of the demand for 
frozen Atlantic herring roe which has evolved in 
Japan. This development has resulted in expanded 
economic activity and enhanced profitability in the 
industry. It appears that the Atlantic herring roe is 
absorbed by an increasing Japanese roe market, 
rather than competing directly with herring roe from 
British Columbia, which has been the major source of 
supply in the past. 

The capelin fishery is susceptible to wide yearly 
swings based on world supply, world price and the 
Canadian resource base. Value of capelin production 
varied between a low of $11.7 million in 1980 and a 
high of $40.1 million in 1986. 

During the boom years of the late seventies, 
gross margins for pelagic processors were well 
above those for the Atlantic fish processing sector as 
a whole, according to a 1983 survey of the industry. 
However, the study indicated margins had dropped 
significantly by 1982, and pelagic processors were 
experiencing losses roughly parallel to those of the 
sector as a whole at that time. General industry 
information indicates that some improvement has 
taken place more recently, but detailed data for the 
pelagics sub-sector are not available. Although the 
salmon aquaculture industry is still in the 
developmental stages, the potential for profit has 
attracted significant investment in recent years. 
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2. Strengths and Weaknesses 


Structural Factors 

Competitive strengths and weaknesses vary by 
species, but in general, this sub-sector has few 
structural advantages compared to its foreign 
competitors. Pelagic stocks generally are difficult to 
manage and markets suffer from supply cyclicality. 
These characteristics result in high fixed costs and 
low profitability, a situation which has been 
aggravated in Atlantic Canada recently by the 
generally declining demand. The resource is 
migratory and the fishery is seasonal. The timing of 
the Canadian fishery in relation to other supplier 
nations often places Canada in the position of 
residual supplier. In some cases, plant scale is small, 
resulting in cost disadvantages. Physical distance 
from major markets also impose a cost disadvantage. 
On the other hand, large-scale integrated operations 
exist, and Canada does have particular strengths in 
supplying certain products like Atlantic herring roe. 

The Canadian frozen herring industry faces a 
number of difficulties in the European market. 
European processors, primarily in the Federal 
Republic of Germany, prefer to obtain fresh herring 
fillets from established European suppliers (Denmark, 
Sweden and Holland) which have transportation cost 
and market-access advantages. In contrast, the 
Canadian industry can ship only frozen herring to 
Europe, and is viewed as providing a product of 
inconsistent quality (herring is a high-fat fish, which is 
both very perishable and susceptible to bruising). 
The Canadian industry also may have cost 
disadvantages due to fleet overcapacity, which 
increases the harvesting cost. The industry Is also 
characterized by having generaily less efficient, 
smaller-sized plants. 

Connors Brothers Limited is a world leader in 
canned herring and sardine production, due to 
economies of scale and vertically integrated 
operations (including can production), which have 
ensured competitiveness with low-cost supplier 
countries. Connors’ products are generally destined 
for non-European markets. 

The development of the Japanese market for 
frozen Atlantic herring roe is promising. Canadian 
supply potential is good and the trade generates 
good profits. One problem with this fishery is that to 
date no satisfactory method has been found to 
dispose of the herring carcasses which remain after 
the roe has been stripped. Efforts are being made to 
find profitable ways to use the herring carcasses, 
such as in smoked form and in fish silage to 
produce feed for livestock and fish farms. 
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The Canadian capelin fishery (which is primarily 
focussed on roe) provides a major supply to the 
Japanese market, but the Canadian share of 
Japanese imports has varied from 28 percent to 
88 percent over 1982-86 (quantity terms). The 
Canadian fishing season follows the Norwegian and 
the U.S.S.R. seasons, and this puts Canada in the 
position of residual supplier. The variability of the 
Canadian resource also affects profits in any given 
year. The fishery has, however, been very profitable 
in years such as 1986 when high export demand 
coincided with Canadian supply availability. 

Canada is generally not competitive on the world 
mackerel market, particularly in comparison with low- 
cost producer countries. The resource tends to be 
difficult to locate and in Atlantic Canada the fishing Is 
done by small boats, resulting in low volumes and 
high costs. Unprocessed mackerel essentially 
services the fishery with a bait supply, which tends to 
be more profitable than production for food use. 
Minor quantities of processed product are marketed, 
some in canned form as food aid. 

Canada's costs of production in salmon farming 
are comparable to those of major competitors. Even 
though Canadian volumes are relatively small, there 
do not appear to be significant production economies 
of scale in salmon farming. Many Canadian firms 
have joined together in marketing and distribution 
ventures in order to take advantage of economies of 
scale in these activities. Maritime salmon farms have 
transportation and delivery time advantages 
compared with other major suppliers in Norway and 
Scotland when selling into the northeastern U.S. 
market, but these same factors constitute 
disadvantages in the European market. 


Trade-related Factors 

There are a number of trade-related factors 
which affect the competitiveness of Atlantic pelagic 
producers. In some cases (in particular, in the 
European Community and Japan), tariffs are high 
enough that fish imports are not competitive with 
domestic products or alternate protein sources. As 
well, Canada faces relatively higher tariffs than other 
Supplier countries in some markets. Import quotas 
limit exports to the European Community (E.C.) and 
Japan. U.S. trade barriers are lower than those of the 
E.C. and Japan. 

The E.C. market applies relatively high tariff rates 
and quota restrictions to herring imports. Frozen 
whole herring, a key export item, is subject to a 
15 percent seasonal (June-February) tariff. During 
this period there is a duty exemption on a Most 
Favoured Nation (MFN) quota of 34 000 tonnes, for 
both frozen and fresh herring. Tariffs on other 
processed pelagic products range from 10 percent 
to 25 percent. In addition, the E.C. may also specify 
minimum (reference) import prices. The E.C. 
gives preferential tariff treatment to Iceland, 

Norway and the Faroe Islands for various types 
of herring products, placing Canadian suppliers 
at a disadvantage. 
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While U.S. tariffs on pelagic products vary, some 
are significant. Whole fresh herring which is a 
significant export item to the United States, mainly as 
an input to the Maine sardine industry, enters free of 
duty, as does cured herring in barrels (i.e., bulk form). 
Other pelagic export items enter free, or at low tariff 
rates, except for herring canned in oil (eight percent), 
and a number of sardine products including sardines 
in oll (15 percent when priced at over 30¢ per pound). 
The latter tariffs restrict exports of Canadian canned 
herring and sardines. 

In the case of the Japanese market, the six 
percent tariff and global quota on frozen herring and 
frozen herring roe may serve to limit the volume of 
Canadian exports from the East coast, an area which 
has been developing rapidly. An enlarged Atlantic 
herring quota of 50 000 tonnes (available to Canada 
and any other suppliers) was negotiated for 
1987-1988. Quotas also are in effect for capelin. 

Canada has a number of annually renewable 
agreements with centrally planned countries which 
link access to the Canadian fishing grounds to sales 
of processed products. In 1987, for example, the 
U.S.S.R. agreed to purchase $12 million in herring 
and mackerel from Canada in return for allocations of 
fish which are surplus to Canada's harvesting and 
processing capabilities. Canada also markets pelagic 
products in the Caribbean and Africa. Some canned 
mackerel and herring is shipped under the food-aid 
programs of the Canadian International Development 
Agency (CIDA). Commercial sales are also made to 
these markets, but they are limited by income or 
balance-of-payments factors in the markets. 

Pelagic products enter Canada duty free, except 
canned herring (eight percent), kippered herring in 
sealed containers (six percent) and canned sardines 
(where rates vary from 5¢/can to $1.25/can, 
depending on size). 


Under the Canada-U.S. Free Trade Agreement 
(FTA), Canadian and U.S. tariffs on herring and 
sardine products will be removed over a 10-year time 
frame. Those on mackerel will be eliminated 
immediately for most forms. Both Canada and the 
United States have complex, and in some cases 
significant, tariffs on canned sardines and herring, 
and these will be eliminated over 10 years. Tariffs 
on canned tuna also will be eliminated over a 10-year 
time frame. 


Technological Factors 

For the most part, technology and the degree of 
mechanization in the Canadian pelagics industry is 
comparable to that of competing producer countries. 
The larger companies in the industry use the same 
processing equipment (developed mainly in the 
Federal Republic of Germany) as their competitors. 
Freezing technology in the Canadian industry is 
comparable to the competition. Some progress 
towards mechanization has been made in the 
smoking of fish, which is usually carried out by 
relatively small-scale operations in Canada. In 
general, however, fish smoking operations are not 
highly mechanized. 

Significant technological advances are occurring 
in the salmon aquaculture industry. Submersible 
cages and the installation of cages where the water 
is heated by warm cooling-tower effluent of thermal 
plants are two developments which may overcome 
limitations imposed by cold water temperatures. As 
well, developments in the salmon feed industry 
should increase conversion ratios and the efficiency 
of operations. 


Other Factors 

Because the industry is based upon the catching 
and processing of a common-property biological 
resource, it is also subject to a broad range of 
regulatory controls which are administered by the 
Department of Fisheries and Oceans (DFO). 
Utilization of the biological resource is regulated 
through the determination of total allowable catches 
(TACs). Resource utilization also is governed, in the 
case of transboundary or straddling stocks (stocks 
not contained within Canada's 200-mile fishing zone), 
by various international conventions to which Canada 
is a signatory. 

DFO policy prohibits the granting of fishing 
licences to any firm with more than 49 percent 
foreign ownership. This limits foreign ownership in 
those processing firms which are vertically integrated 
and hold fishing licences. 
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3. Evolving Environment 


The future of this sector will be limited by a 
variable, but tight, resource outlook as well as static 
or declining market demand. The industry faces 
continued strong competition in export markets, and 
this is made more difficult by a residual supplier 
position, generally high costs and low profits, and an 
aging and underutilized fleet. However, in the event 
pelagic stocks are again reduced in competitor 
countries, Canada may be in a position to reap 
substantial benefits. Over the long term, if fish 
consumption in developed countries continues to 
increase, shortages of other species may lead to 
product substitution and present new opportunities 
for pelagics. The health benefits of consuming 
pelagic fish may eventually lead to a boost in 
consumption. Lately, there has been increasing 
interest in the properties of omega-three fatty acids, 
of which pelagic species are a good source, in 
reducing cholesterol levels. 

The massive rebuilding of Baltic and North Sea 
herring stocks has re-established traditional supply 
patterns in the E.C. to Canada's detriment. Under 
existing conditions, Canada is only a marginal supplier 
to this market. It is unlikely that the European frozen 
herring markets will be important to Canada for the 
foreseeable future, unless the European stocks are 
again jeopardized. The European market might be at 
least partially regained through careful quality 
assurance and aggressive marketing. Success would 
also depend on currency relationships, and improved 
market access. 

The outlook for canned herring and sardines is 
expected to remain favourable, given the strong 
market position of Connors Brothers Limited. In the 
future, total mechanization of sardine canning will 
increase productivity, and could have a negative 
impact on employment in this labour-intensive 
industry. Possibilities exist for the sale of cured and 
specialty cured herring to the centrally planned 
countries and European markets. Volumes, however, 
are likely to be small. Some advances are being 
made in non-traditional smoked herring markets by 
some independent processors located in Nova Scotia 
and New Brunswick. The outlook for capelin 
production will depend upon Canadian and other 
producer stocks. 

The development of new roe herring markets in 
Japan is a lucrative opportunity for Atlantic producers. 
Volumes have been increasing steadily, and Atlantic 
processors have been fairly successful in meeting 
Japanese quality requirements. The outlook for this 
segment of the market is positive. 


\\ 


The continued success of Atlantic salmon 
aquaculture operations will depend on their ability to 
produce a high-quality product and ensure continuity 
of supply. World production is expected to increase 
rapidly over the next few years, which may lead to a 
drop in prices. Canadian firms will retain their 
proximity advantages in the North American market, 
but may have to find new product forms once the 
current unsatisfied demand for fresh salmon is filled. 

The overall impact of the FTA on Atlantic pelagic 
processors is expected to be positive. Tariffs on 
sardines and canned herring, particularly in the higher 
value-added forms (e.g., Sardines in sauces) are a 
major constraint to exports to the United States. 

As these tariffs are reduced over a 10-year time 
frame, production in Canada is likely to expand, and 
there may be a change in product mix toward more 
value-added products. 

Removal of the protective tariff on canned tuna 
under the FTA will impact negatively on the Canadian 
tuna-processing industry, which sells only into the 
domestic market. As the tariff is removed over a 
10-year period, the Canadian product will face 
increasing competition from U.S. producers, 
especially those in American possessions such as 
Puerto Rico and American Samoa where wage rates 
are much lower. 


4. Competitiveness 
Assessment 


The competitiveness of the Atlantic pelagics 
industry varies by sub-sector. In general, Canadian 
canned herring and sardine producers are 
competitive with other producers in the world, except 
in the European market where other suppliers have 
market-access and transportation cost advantages. 

Canadian herring products, primarily whole 
herring, and pickled and cured herring, are 
competitive in the U.S. market. For the most part, 
Canadian frozen herring products do not compete 
successfully in the European market. 
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In Japan, Atlantic herring roe is competitive, 
although exports may be limited by tariff/quota 
measures. Capelin exports to Japan are heavily 
dependent on the relative supply positions of 
competing producers and the Canadian industry. The 
outlook is positive, but subject to substantial year-to- 
year variation. 

Canadian mackerel production is not competitive 
on the world market and will likely remain oriented to 
the domestic bait industry. 

The Atlantic salmon aquaculture industry will 
face new challenges because of increased world 
supply over the next few years, but is expected to 
remain competitive in the North American market 
with the major producers in Norway and Scotland. 

Overall, the competitive position of Canadian 
pelagic producers is expected to be enhanced 
through improved access to the U.S. market under 
the FTA. However, removal of the tariff protection on 
canned tuna is likely to negatively affect the 
competitiveness of Canada's single tuna processor. 


For further information concerning the subject 
matter contained in this profile, contact: 


Service Industries and Consumer Goods 
Branch 

Department of Regional Industrial Expansion 

Attention: Atlantic Pelagics 

235 Queen Street 

Ottawa, Ontario 

K1A OH5 


(613) 954-2927 
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PRINCIPAL STATISTICS SIC COVERED: 102* 


Most of these statistics are for the Canadian fishery products sector as a whole, as detailed 
breakdowns for the Atlantic pelagics sub-sector are not available. 


ovis 1982 1983 1984 1985 1986 


Establishments 330 CAS eooZ Son 390 N/A 
Employment P| NN Dey SIS ANTE UN SI PKG) Joy! N/A 
Shipments ($ millions) 748 1 904 1 887 (5852 2 493 2 942 
Shipments (‘000 tonnes) 538 681 647 666 783 832 
Landed values ($ millions) 321 888 880 904 sil | S28 
Landings (‘000 tonnes) eas 1 AS i349 1e27.8; 1 446 ie) 
Profits after tax 

($ millions) 34.3 (73.7) (41.9) Shu N/A N/A 

(% of income) BZ oa = » N/A N/A 
Atlantic Pelagics Preliminary 


1973 1982 1983 1984 1985 1986 


Landings (‘000 tonnes) 274 207 200 201 27) 283 
Landed values ($ millions) 24 53 46 43 54 80 
Shipments ($ millions) 1 200 170 214 259 309 


TRADE STATISTICS — 


1973 1982 1983 1984 1985 1986 


Exports ($ millions) 499 GTZ 1 569 | SIS 1 859 2 422 
Domestic shipments 
($ millions) 249 292 318 255 634 520 
Imports ($ millions) 111 365 441 514 496 616 
Canadian market ($ millions) 360 657 759 769 1 130 1136 
Exports as % of shipments 67 85 83 86 US 82 
Imports as % of domestic 
market 31 55 58 67 44 54 
Source of imports Central and 
South 
WESs E.C. America Japan Others 
(% of total value) 1982 59 3 11 6 21 
1983 57 S 9 i 25 
1984 56 4 8 wT, RS 
1985 54 8 10 7 21 
1986 51 8 it 7 Dy, 
Destination of exports Other 


(% of total value) 1982 55 V5 16 if. 7 
1983 62 12 16 4 6 
1984 61 15 Is S 8 
1985 61 ily: 14 2. 6 
1986 59 18 14 3 6 


(continued) 
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| REGIONAL DISTRIBUTION — Average over the last 3 years 


Atlantic Quebec Ontario Prairies B.C. 

Establishments — % of total 73 10 4 1 12 

Employment — % of total Wi 8 N/A N/A 13 
Atlantic Coast Inland Fisheries Pacific Coast 


(Including Quebec) 


Shipments — % of total 69 5 26 
‘MAJOR FIRMS — Atlantic Pelagics _ 
Name Ownership Location of Major Plants 
Clearwater Fine Foods 60% Cdn. Nova Scotia, Quebec, 
40% U.K. Newfoundland 
Connors Brothers Limited Canadian New Brunswick, Nova Scotia 
Comeau Seafoods Limited Canadian Nova Scotia 


* SIC on 1980 basis 
** Estimated 
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